INTRODUCTION
As part of its mission of assuring transparent, competitive and above all stable derivatives markets, the Commodity Futures Trading Commission (CFTC) has a critical role in the US futures markets by providing succinct public information towards the aim of reducing the risk involved in managing futures contracts. To that effect, key market players' transactions in the US futures markets have been historically captured by the CFTC as either non-commercial or commercial traders, where they represent the largest speculators and hedgers holding positions above reporting levels set by the CFTC. For instance, Klitgaard and Weir (2017) found a strong relationship between speculators' net positions and weekly exchange rate movements of six major foreign currencies paired against the USD. Early studies like Gurrib (2009) used GARCH and PARCH models to assess the predictability of hedgers and speculators' positions on 29 futures markets, and found models used to be poor predictors of 1-month return. The same study also found currency futures to be non-normal, more volatile than equity index futures, but have volatility decaying over time. Similarly, Gurrib (2008) analyzed the effect of major global events on speculators and hedgers' net positions, and found any significant structural break was short-lived. These studies, particularly the last one, suggest that the relationship between financial conditions, which affects global markets and futures markets key market players' actions, need to be further understood, since it can provide invaluable information related to policy and risk assessment. For instance, Dudley (2010) and Koop and Korobilis (2014) found financial conditions information to be helpful in assessing the linkages between reported financial markets, economic activity and policies.
Studies focusing on the relationship between financial conditions and the foreign currency futures markets are quite scarce. Gurrib (2018a) proposed a unified condition index and compared its predictability in the most actively traded USD paired foreign currencies, using root mean squared errors, and Gurrib (2018b) allowed for some comparison in the forecasts errors with the normalized root mean squared errors and the Nash-Sutcliffe coefficients. While Gurrib (2018a) found major financial condition indices to be poor predictors of foreign currency spot values, Gurrib (2018b) This study contributes to existing literature on various grounds. Firstly, while there are some studies in the area of equity markets and foreign currency spot markets and financial conditions, the relationship between futures markets and financial conditions is scarce. This is the first study to analyze if the largest speculators and hedgers net positions are affected by previous financial conditions. The six most actively traded foreign currency futures markets are assessed together with the US dollar index futures. The implication of this paper is important in that it reveals whether the biggest players (speculators, hedgers or both) in the futures markets are affected by current or previous financial conditions. This provides further guidance to regulatory bodies such as the Commodity Futures Trading Commission (CFTC) in its mandate towards ensuring greater price stability in the futures markets. The rest of the paper provides some literature review, followed by the research methodology and data section. Some descriptive statistics and forecasting results are reported before providing some conclusive remarks. Rey (2013) supported that the effect of globalization and reliance on purely domestic policies led national policy makers to consider global factors when assessing each country's financial stability/ conditions and subsequent developments. Further, policymakers are not the only drivers of financial disruptions. Changes in market uncertainty, bailouts or rumors on corporate transactions, and changes in the sentiment of investors caused by unconventional events, can all influence financial markets, which in turn affect asset prices, firm's value and ultimately economic performance. IMF (2017) reported that around 20 to 40 percent of changes in financial conditions indices (FCIs) can be attributed to global financial conditions, where one factor, which is correlated with the Chicago Board Options Exchange (CBOE) volatility index indicator (VIX), tends to be the main driver. Adrian, Boyarchenko, and Giannone (2016) found that FCIs can be used to predict following economic retrenchments. Schoenmaker (2013) (2009) captured the characteristics around financial stress, which is conceptualized as a disruption to the normal functions of financial markets. While each period of financial stress is different in nature, they note important common characteristics based on the increase in uncertainty in the intrinsic values of assets, lack of confidence on the behavior of other traders, increased asymmetric information, an increased inclination to invest in less risky and more liquid assets. While it is accepted that the value of an asset today is based on time adjusted expected future cash flows, financial stress results in volatility in different asset classes. Uncertainty in these cash flows can arise from uncertainty in future economic conditions or complex products, which are difficult to value. The heightened volatility is a consequence of investors over/under reacting to new information, as propelled by Hautsch and Hess (2007) and Pastor and Veronesi (2008) .
LITERATURE REVIEW
Similarly, uncertainty about the behavior of other investors can be explicated by lenders and investors relying on their random guess about other investors' decisions instead of relying on fundamentals, which eventually lead to more volatility in prices. The increase in asymmetric information can be substantiated with lenders having difficulty in determining the true quality of borrowers and also through investors losing confidence on the quality of issuers' credit ratings. Further, a shift towards quality, as opposed to risk, during financial stress, leads to a move of investors toward safer assets, where safer assets would be expected to yield a lower return than riskier ones. As propelled by Caballero and Kurlat (2008) , this is habitually accompanied by an increase in borrowing costs for the more risky borrowers, and mostly a manifestation of investors and lenders to overestimate risk during economic bubbles (Guttentag & Herring, 1986) . Alternatively stated, issuers of illiquid assets bear the higher cost of borrowing during financial stress periods, in order to compensate investors for the higher risk of not selling their assets.
Existing literature covers extensively transmission channels across markets and economies with a lot of focus on monetary independence in setting interest rates. Factors such as foreign exchange movements usually lead to significant changes in financial conditions in small economies opened to trade, as reported in Kearns and Patel (2016) . Other cross border effects include changes in credit volumes and co-movements in risk premiums, which can affect valuation (Obstfeld, 2015) . IMF (2017) suggests that integrated financial markets, on a global scale, can obfuscate the management of local financial conditions, especially where countries have united with the global economy, recommending the need for policymakers to consider external factors when pursuing domestic objectives. While IMF and OECD construct and analyze country based FCIs, financial conditions, on an international basis, are generally led by the US, which is the key country in the international monetary system. Rey (2013) reported that the average correlation between major US FCIs and measures of global financial conditions and the VIX to be around 80 percent. IMF (2014) further adds that the US dollar resides as a global currency with crucial roles in the issuance of financial assets and trading of commodities, under the oversight of regulatory bodies such as the CFTC.
While the essence of financial stability is made clear, it is important to understand that FCIs have been constructed using various ways like vec-tor auto regressive models (VARs) and impulse functions (Swiston, 2008) and principal component analysis (PCA). Since this study makes use of the latter method, an overview of FCI using PCA is warranted. For instance, Montagnoli and Napolitano (2005) used Kalman filtering algorithm for capturing the weight changes of financial variables in the explanation of the output gap, and constructed the FCI of the Canada, United States, the Euro zone and the United Kingdom. Swiston (2008) used impulse response functions to build the FCI of the United States and suggested that FCI could predict the United States' real GDP growth. Hatzius (2010) used the principal component analysis method to select the first principal component as the FCI and forecast economic growth by using FCI. Gomez (2011) constructed an FCI based on financial markets for Colombia using PCA and found the FCI to be a better predictor of GDP growth than an autoregressive model of the GDP growth itself. Further, the FCI was tested in its ability to anticipate future financial stress periods, and concluded it could be used as an indicator giving early warnings of destabilization in financial stability.
RESEARCH METHODOLOGY
Previous studies like IMF (2017) used quarterly and monthly based forecast models to reduce the possibility that predictions include business cycle effects. With many FCIs consisting of the volatility Index measure (VIX), Bollerslev, Tauchen, and Zhou (2009) concluded that the difference between a measure of realized variance and the squared value of CBOE's VIX, help in forecasting equity returns for the next three to six months, with r-squared values slowly declining at longer horizons. English, Tsatsaronis, and Zoli (2005) who relied on higher data frequencies find aggregated financial variables as a proxy for financial condition to have some predictive power for macroeconomic variables. However, Hatzius et al. (2010) The methodology is centered upon testing the forecasting ability of the different FCIs (UFCI, STLFSI, NFCI, ANFCI) over net positions of both hedgers and speculators, using current, 1 week and 2 week lagged values, under an ordinary least squares framework. Root mean squared errors and normalized root mean square errors are used as forecasting measures. The models are robust tested for normality, white noise and stationarity. The rest of the paper provides the data section, followed by the research findings and conclusive remarks. Table 1 provides a summary of the foreign currency futures under analysis, including their contract specifications, the proportion of reportable positions relative to open interest, and the correlation coefficients of hedgers and speculators' net positions. As observed, the reportable positions represents a significant portion of the total open interest in the most actively traded foreign currency futures, with a range of 75.3-87.7%. The largest hedgers and speculators share a strongly negative correlation across all currencies with correlation coefficients near -1. The US dollar index futures shared the highest reportable positions to OI ratio and the most negative correlation between the net positions of speculators' and hedgers. Figure 1 captures the relationship between net positions of the largest speculators and largest hedgers. While the negative relationship between the net positions between hedgers and speculators is consistent with the strongly positive correlations observed in Table 1 , the period 2008-2009, which witnessed the global financial crisis, had the lowest net positions for both players. All futures speculators, except for the Japanese Yen and US dollar index, were net long during the September 2008 Lehman Brothers crash. Similarly, hedgers in the two futures markets were net long. More importantly, the fluctuations in the net positions for both players appear to be greater in other periods compared to the September event time. Keeping in mind that net positions is the difference between long and short positions, a higher non-absolute value in net position, whether for hedgers or speculators, can be attributed to a widened gap within long and short positions by the hedgers or speculators. Alternatively stated, a high net po- To evaluate the efficiency of the relationship between net positions for hedgers and speculators To validate the robustness of the model, the net positions for speculators and hedgers in the Japanese Yen futures markets are tested for stationarity, white noise, normality, and potential arch effects. Using variations such as constant, no constant, and constant and trend adjustments, both hedgers and speculators level data were found to be stationary at 5% level. Using Ljung Box Q test, both speculators and hedgers' net positions data shows statistical evidence that the series are auto correlated, at 1% and 5% level. With an excess kurtosis of -1.37 and -1.05, both the Jarque Bera and the Doornik Chi-square tests, rejected the normality assumption at both 1% and 5% level. This is consistent with findings of Gurrib (2009) who find excess kurtosis and non-normality presence. The ARCH effect test, which tests for potentially higher order autocorrelated data, supports the presence of time varying volatility for both speculators and hedgers net positions. While the series are stationary, the lack of normality and white noise series allows the predictive interval results only to hold assuming the net positions are normally distributed. This suggests the need to tap into other components of the open interest, instead of using net po-sitions of key players as a forecasting variable. For instance, although not reported here, compared to all other components of open interest, the non-reportable short positions for Japanese Yen had the highest correlation coefficient with the four financial conditions indices under study, ranging from -0.65 to -0.68, using both current and 1 week lagged FCI values. Although the change in non-reportable short positions also failed the normality test, it passed the white noise test, and ARCH effect test at the 5%, making it a better candidate as a dependent variable for future research.
RESEARCH FINDINGS

CONCLUSION
This paper has introduced some extra layer of information in terms of financial conditions and foreign currency futures markets. Regulatory bodies such as CFTC can benefit from it, in that it suggests some relationships between financial stability and activities in the futures market. This has some implications towards the mandate of promoting and ensuring stability in futures and spot markets. The main objective of this paper is to test if net positions of the largest speculators and hedgers in the most active foreign currency markets are affected by current, 1 week and 2 week lagged financial conditions. Using weekly data set over the period 2007-2018, this study used RMSE, NRMSE and the Nash-Sutcliffe efficiency coefficients to assess how net positions in the Australian and Canadian dollar, Euro, Japanese Yen, British Pounds, Swiss Francs are affected by current FCIs. The US dollar index futures is also included, since these currencies, when paired with the USD, form the most actively traded foreign currencies on OTC markets. The four FCIs in use are also based on US data. With low correlations detected initially between net positions and FCIs (current and lagged values), and RMSE/NRMSE showing mixed results, only the Japanese Yen was analyzed further, where the NFCI reported the lowest RMSE using 1 week lag for speculators and 2 weeks lag for hedgers' net positions. US Dollar Index futures net positions for both players showed the second highest correlations with the FCIs. 95% lower and upper prediction bounds captured all the actual net positions held for both key market players. The model was, however, robust tested for normality, white noise and stationarity. While net positions for Japanese Yen were stationary at levels, excess kurtosis was present, which led the Jarque-Bera test to reject normality at 5% level. Similarly, ARCH effects were present suggesting time varying volatility. This suggests the need to look into other components of open interest like long or short non-reportable positions when analyzing the potential effects of financial conditions onto futures markets. Another potential avenue of future research might tap into using transformed or non-linear data.
